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CAPITALIZATION OF RAILROAD CORPO- 
RATIONS. 



BY WHARTON BARKER. 



The enormity of the extortion carried on by and through our 
railroads is hard to conceive. Hidden by underhand practices 
that are as reprehensible as the grievous exactions and injustices 
so carefully concealed by them, the evils that have grown up 
around the building and operation of our railroads cannot easily 
be uncovered. The injustice of discrimination in freight charges 
and transportation service, the wrong of charging those who are 
outside of the railroad cliques higher rates than those who are 
within them — the trusts and combines built up on the favors 
granted by the railroads — can readily be grasped; but the extent 
to which such discrimination is carried, and hence the magnitude 
of the injury inflicted upon the public, it is impossible to show in 
all its atrocity, so adroitly arc the favors covered. The new law 
will not protect the people and expose the trickery and dishonesty 
of the railroad managers and the favored shippers. It is not the 
purpose, however, to discuss questions which Congress has been 
driven to meet by an indignant and galled public. But, if it is 
hard to comprehend the magnitude of the injury done by dis- 
crimination in railroad charges and services, it is much harder to 
comprehend the extent of the systematic overcapitalization and 
wrecking of our railroads that have been carried on for years. 

If it is wrong to build a railroad at a cost of $5,000,000 and 
then capitalize it at $10,000,000; if it is wrong to issue upon 
such a road $5,000,000 of stock for which no money is given and 
call it "full paid-up capital"; if it is wrong to tax the users of 
our railroads to pay interest on this fictitious capital,— then, bound 
up with our railroad system is grievous wrong, for after this 
manner is it capitalized. This issue of stock— as bonus to bankers 
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who bought bonds, bonus to promoters of railroad lines, bonus 
to contractors — in the early days of railroad-building did not do 
the harm that now results from such stock issues, because, in the 
days of competition between railroad companies, charges could 
not be made which would insure dividends on fictitious capital. 
These stock issues were for years the counters used by gamblers 
on the stock exchanges — nothing more. For long years we relied 
largely upon competition to give our people equitable transporta- 
tion rates. To secure such rates through competition, many States 
prohibited railroads running through their territory from pur- 
chasing, absorbing or in any way gaining the management and 
control of parallel and competing lines. But in the direction of 
securing equitable rates, railroad competition has proven a dismal 
failure. And this is in no way surprising; for, in the nature of 
things, railroad carriage is monopolistic rather than competitive. 
This is because there must be many localities in which some one 
railroad has a monopoly, and all other places that trade with lo- 
calities which are affected by such monopoly must pay, when 
trading with these localities, transportation charges fixed by the 
rules of monopoly, not of competition. The rules of monopoly 
require not charges representing a fair remuneration for services 
rendered — charges sufficient to cover costs and provide a fair 
profit — but charges as high as they can be made without putting a 
stop to the movement of goods. 

Monopoly recognizes that there is a point above which it can- 
not raise prices without so discouraging trade as to defeat its 
purpose in raising prices — namely, the swelling of profits; and 
above this point monopoly will not raise prices unless with some 
ulterior purpose in view. This point is what is referred to when 
the fixing of rates at all the traffic will bear is spoken of. "All the 
traffic will bear " means all that can be charged without so restrict- 
ing the transportation of goods that earnings would be cut down 
by the restriction in traffic more than they would be swollen by 
the increased charges. Of course, just what this point is, is a 
matter of judgment. My belief is that, if railroad passenger rates 
were cut in half, the earnings of railroads would be increased 
rather than diminished, travel multiplying because of such de- 
crease more than twice, and enough over twice to meet the added 
costs of transportation. These costs would be comparatively small 
as trains would run full where they now run but partially filled, 
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while the adding of each additional train would reduce the aver- 
age costs of train - running, inasmuch as there would be more 
trains among which to apportion the costs that are more or less 
fixed. The greater the traffic that can be put oyer each track, the 
smaller the cost of transportation per passenger and per ton. 

So it is that our railroads with a monopoly are prone to hold 
up rates even higher than it is profitable to hold them. Thus is 
trade hindered; thus is the accumulation of wealth, the growth 
of the nation, held in check. 

It is clear that the effort to secure competition between rail- 
roads has failed to give to our people equal and fair rates and 
equality of opportunity. It has failed because there has been no 
healthful competition; and it has failed so signally that managers 
of railroads demand that all pretence of preserving competition 
be thrown over, asserting that it is competition — the possibility 
of playing off one road against another under competition — that 
has resulted in the gross favoritism that has made some shippers 
very rich and well-nigh ruined all others. This assertion might 
carry some weight were it not seen that the railroad managers 
grow rich along with the favored shippers, a fact that suggests 
the conclusion that the cutting of rates is not forced from the 
railroad managers by threats upon the part of the large shippers, 
but is purchased from them by the proffer of bribes, by the re- 
turn to them of part of the profit gained through the favoritism. 

The failure of our railroads under the present system of man- 
agement to establish fair and equal rates cannot be remedied by 
the legalizing of pooling. For ten years the Interstate Commerce 
Commission has worked, and failed, to force the railroads to act 
as common carriers. The failure to enforce reasonable rates has 
at last aroused the people to action that led the President to 
demand of Congress a law that would correct the gross evils 
alluded to — which bring an element of uncertainty into business, 
disturb trade, cause the business of some who are preferred to 
prosper and the business of others who are discriminated against 
to languish, with the result that there has been a weeding out of 
those not favored by the railroad cliques, a centralizing of trade 
in fewer hands, a forming of gigantic combinations which exer- 
cise a control over the output and marketing of goods, and thereby 
gaining monopolistic control over prices and the power to exact 
tribute from the community. President Roosevelt and the 
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Commission propose, as a remedy, to legalize pooling by rail- 
roads. They propose to give the railroads more power, to permit 
the railroads to consolidate their power, to put an end to com- 
petition among themselves, to fix maximum rates. But this 
is to act on a false conception of the situation that actually 
exists. They say, Let us have pooling; let the railroads be em- 
powered to consolidate their power. Do the people understand 
what railroad pooling is, what conditions of trade, what capitali- 
zation of railroads it will permit? Pooling simply amounts to 
building up a mighty monopoly. It amounts to railroads running 
between competitive points putting all their earnings from com- 
petitive traffic into one common pot, under an agreement that 
such earnings shall be distributed among the roads in accordance 
with agreed percentages, and regardless of the percentage of 
traffic that each may carry. No one who understands the pooling 
system believes that pooling can remove the cause of rate-cutting 
or establish fair and reasonable rates. Twenty years ago we had 
pooling, and it was a failure. And the reason? It was because 
the cause for secret rate-cutting lay deeper then, as now, than 
the pressure of competition, than the ability of the large shipper 
to play one road off against another and get a cut rate by declaring 
that he had been offered such and such a cut rate by some road, 
and that if it was not met he would send his business over such 
road. It was because the force that led to rate-cutting lay in the 
temptation to illicit gain that confronted railroad managers. It was 
because the shipper under pooling may make advances to, or receive 
advances from, unscrupulous railroad managers looking to self- 
gain, with a view to the shippers agreeing to pay back to the rail- 
road managers, sacrificing for money interests entrusted to them, a 
part of the difference between the cut and the open rate. Pooling 
will always be made an engine for establishing a seesaw of specu- 
lations for the railroad cliques. Legalize pooling, and you con- 
firm the ability of the money oligarchy to consolidate their con- 
trol over the railroads. You confirm their power to bankrupt 
railroads and individuals, to build up railroads and individuals; 
but these evils are small in comparison with the gross wrongs 
which pooling will enable railroad managers to inflict upon the 
community by fixing unfair rates — rates so high that the people 
will be pauperized and wealth centralized in a few hands. Pool- 
ing with maximum rates fixed by the Interstate Commerce Com- 
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mission, under authority of Congress, will fasten upon our coun- 
try new and greater burdens than are now imposed upon it unless 
we can at once establish what is a fair capitalization of our 
railroads. President Eoosevelt, the Interstate Commerce Com- 
mission and a majority in Congress have already declared for 
pooling of receipts of our railroads, and soon pooling will be 
legalized unless public demand in opposition prevents; and this 
public demand must be immediate. Advocates of pooling say it 
failed twenty years since because pooling agreements were then 
unenforceable. They say, Legalize such agreements and make 
them enforceable in law courts, and all will be well. Shall we 
follow this advice; shall we consolidate the power of the rail- 
roads and the money cliques that has been used to work evil? 
To increase the power of those who have abused a power, to 
strengthen the hands of those who, possessing power conferred by 
railroad monopoly, have abused it, is hardly the way to put an end 
to abuse. Add to such power, and we add to the abuse. 

Legalize pooling, fixing of maximum rates, consolidation of 
railroads and capitalization at the time of consolidation on the 
basis of earnings at that time, and we open the way to a new issue 
of capital stock on a false basis and rob the people of many mil- 
lions of dollars per annum, and provide for the cliques in control 
of our railroads an easy way of selling fictitious capital stock to 
the small investor and so gathering into their own pocket much of 
the accumulated capital of the people. 

And now let us consider the overcapitalization of our railroad 
corporations in some detail. It is not to the despoilment of the 
consuming public, but to that of the investing public, that I 
desire to direct attention at this time. This latter despoilment is 
effected through overcapitalization and the launching of watered 
securities upon the market for the investing public to buy ; and, of 
course, where the public pays good money for securities that 
represent no investment of capital, no tangible property, but float 
on wind, the public stands to lose, and it must lose whenever a 
squall comes of sufficient violence to burst the bubble. 

When our railroads were built, the manner of capitalization, 
borrowed from British, German and Dutch financial negotiators, 
was to issue, through a construction company, bonds and stocks 
of a nominal value, always twice the actual capital invested, and 
sell them — the bonds often selling for from seventy-five to eighty 
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per cent, of their face, the stocks going as a bonus to bankers, ne- 
gotiators and projectors of the enterprise. These fraudulent 
operations were sustained by our courts and by our most respected 
lawyers and bankers. So our country, populated by an industrious 
and careful people, was opened up by railroad lines. The new 
lands, worked by a people of unequalled productive power, were 
made to bear a burden too heavy. Pew reaped the benefits of the 
productiveness of labor; the men who were parties to the fraud 
described — there were only a few thousands in this class — gathered 
wealth, and the industrious, poverty. The great majority of our 
people are now in the dependent class, working for inadequate 
salaries and wages — inadequate, because their share of the 
products of capital and labor joined together is not what it should 
be. There should be happiness and universal comfort and abund- 
ance, but our people find themselves discontented and under a 
curse. Our people, blessed by nature, saw that they were cursed 
by man, and they have awakened to a realization of the wrongs 
they suffer, if not yet awake to the remedy. This curse is in the 
shape of tolls exacted on interchanges of the products of labor 
and by those who render nothing in return, largely by men who 
manage our railroads. These arbitrary tolls, being dexterously 
mixed up with tolls charged for services actually rendered, were 
long unnoticed. The men to whom was granted the right to build 
and operate the railroads of the nation acquired the right to 
charge such tolls for transportation of freight and passengers as 
would recompense them for the cost of building, keeping up and 
operating the lines. When these grants were made, no one con- 
templated that the tolls charged would be higher than was neces- 
sary to effect that purpose. But these rights have been abused in 
the most outrageous way. The railroad cliques added to their 
legitimate charges simply because they had a monopoly. Part of 
their charges was for service rendered, part was toll exacted by 
monopoly. But, mixed up together, it was hard to pick out what 
were just charges, what monopoly charges. This was made in- 
creasingly difficult by the way in which the railroads kept their 
capital accounts. They unscrupulously and often fraudulently, I 
repeat, watered their capital accounts, so that it was made to 
appear that the railroads cost two times what they actually cost, 
or more. And so what was an exorbitant return on the real cost 
of a railroad was often made to appear quite inadequate. I wish 
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to emphasize what I have already said. Of course, those to whom 
this watered stock was issued grew rich, while the industrious 
classes, having to pay a toll to monopoly on the interchange of the 
products of their labor for the products of others, were deprived 
of the full profits of industry. The railroads are the instruments 
of oppression and robbery. Through railroads, the wealth of the 
country has become concentrated in the hands. of a few cliques. 
These are the men who have blighted the prosperity of an other- 
wise blessed people; they made the curse that shut off men from 
the enjoyment that should have come with the increased produc- 
tion of our people. 

Awakening to this, at last, the people have resolved to break 
the curse put upon them by these railroad and banker cliques, and 
they entered the wedge in the last session of Congress — the Rail- 
road Rate Bill is this wedge. The bill is defective, but its very 
defects will not only open wide the eyes of the people to the 
wrongs they suffer both through special freight rates and special 
service, but also force them to see the charges they are mulcted in 
to meet interest and dividend on water-capital. And now let us 
take up the vital question of overcapitalization of railroad cor- 
porations — vital, because the railroads take from the people each 
year for dividends on fictitious capital the great sum of $350,- 
000,000, a tax of about four dollars upon every man, woman and 
child in our country. It is an open secret among those within 
the railroad cliques that the masters propose, by means of con- 
solidation of railroad corporations, to increase further the capi- 
talization of our railroads by some five or six billion dollars, and so 
filch from the people an additional $300,000,000 per annum. 
These masters go on the assumption that capitalization should 
be fixed on earnings, and not on the basis of proper and adequate 
returns upon investment of actual capital. Rates to be fair and 
reasonable must be made upon fair and reasonable valuation of 
railroads. The present capitalization of our railroads is in the 
aggregate about $13,800,000,000. The cost of these railroads, with 
all the changes of line, roadbed and equipment properly charge- 
able to capital accounts, does not exceed $6,000,000,000; so we 
have in the capitalization of our railroads almost $8,000,000,000 
of fictitious capital. This water-capital the railroad masters pro- 
pose to increase by further consolidation of companies, and in other 
ways well known to railroad lawyers, by another six billion dollars. 
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It would be wrong to make such statements if they were not 
based upon solid foundations. But no one competent to discuss 
the subject can or will question them. I overestimate cost when 
I put cost of our railroads at six billion dollars. 

In an address before the Franklin Institute, on January 11th, 
1906, Professor William D. Marks said, in discussing "The 
Finance of Engineering Enterprises " : 

" The report of the Interstate Commerce Commission for June 30, 
1904, gives the total mileage of railway tracks in the United States, 
wherever located or however used, as 297,073 miles, and their length 
of roadbed as 212,243 miles. 

" Total capital stock issued $6,339,899,329 

" funded debt 6,873,225,350 

" railway capital $13,213,124,679 

" The total length of roadbed of a steam railway is not a criterion of 
its cost, for it may have four tracks and vast freight-yards and stations 
and miles of siding. 

" It may be built regardless of cost of construction, as is the Penn- 
sylvania low-grade freight line from Harrisburg to Atglen, where 
4,000,000 cubic yards of rock excavation sometimes are required per 
mile of roadbed, or it may be built like the many tens of thousands of 
miles of single track stretching across the prairies of Mississippi Valley, 
which can be best described as two streaks of rust on a mud bank, 
traversed by few trains. 

" But the total length of single track, wherever located or however 
used, will give us a rough index to the difference in construction cost 
of a four-track, a double-track, and a single-track road, and also amply 
cover the extra cost of sidings and freight-yards. 

" From our figures, we find that every mile of railway track in this 
United States is capitalized at about $44,480, whatever its real cost 
may have been. 

" To find this real cost is somewhat difficult. 

" Suppose we take the oaths of the railway officials to the tax-gatherer 
as to taxes and reported by Interstate Commerce Commission June 30, 
1904: 

Ad Valorem Taxes, June SO, 1904. 

" On values of real estate and personal property $43,410,020 

" " stocks, bonds, earnings, etc 6,305,807 

" " property not used in operation 1,324,808 

■" Total (omitting special taxes) $51,040,635 
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" Delaware, Maine, Maryland, Minnesota and Vermont are the only 
States not accepting the basis of ad valorem taxation as their principal 
factor in levying taxes. 

" One per cent, is certainly as low an average tax rate for State or 
county taxes as can be reckoned upon and will fix a maximum valua- 
tion of $5,104,063,500, or about $17,520 average value of total construc- 
tion property and equipment per mile of single track wherever built in 
this United States. 

" Perhaps this is not convincing. Perhaps it will prove more con- 
vincing to select an average State, such as Indiana, and give the tax 
valuation of its State Commissioners for 1904 upon all its steam rail- 
ways. 

" We find returns of trackage and values as follows : 



' Main track 6,730.55 miles 

Second main track 615.69 

Side tracks 2,846.17 " 

" Total of all tracks 10,192.41 " 



" And we have as their tax valuation upon all tracks, rolling stock 
and improvements upon right of way $165,863,367, or $16,274 per mile 
of track. 

" A careful study of the details of the Report of the Tax Commissioner 
of Indiana for 1904 will prove convincing as to its fairness in stating 
the truth concerning the true cost of Indiana railways. 

" If we take Indiana as an average railway State we obtain for 
297,073 miles of single track $4,834,666,002 as the total cost of all the 
railways of the United States. 

" Without going into the details here, a most liberal and careful an- 
alysis of the excellent Report of the Massachusetts State Railroad Com- 
missioners for 1903 would appear to prove the average cost of construc- 
tion and equipment of a mile of single track to be less than $25,000. 
In Massachusetts the car equipment is very large ($10,000 per mile) 
because the manufacturers are many and the population dense, so we 
can regard this figure as a maximum average cost per mile of single 
track for every State. 

" Perhaps a detailed estimate of cost of a single-track railway will 
make its cost clearer and still more convincing. 

" We will at first omit the extra costs of urban right of way, of long 
bridges, of heavy rock cuts, and of extraordinary tunnels and excavations. 
We will, however, allow an average of 10,000 cubic yards excavation at 
35 cents, or $3,500 per mile. If excavation and embankment are balanced 
in each mile we have 102 cubic feet per foot of track, or an average cut 
or fill sixteen feet wide and six and a half feet de»p, which of course 
you will recognize as an excessive allowance. 
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Estimate of Cost of One Mile Single Track to the Top of the Rail. 

" Preliminary legal expenses and right of way $700 

Surveyors $100 

Grading 3,500 

Ties, 2,640, at 50c 1,320 

Rails, 70 lbs., at $30 (118 tons) 3,540 

Joints and bolts, 352 at $2 704 

Spikes, four per tie, 5y 2 XV M , 5,280 lbs., at 4c 211 

Switch irons 150 

Road ballast, 10 ft.X2 in. (50c. per cu. yd.) 652 

Fencing-wire with posts 480 

Crossings 20 

Labor laying track 1,000 

11,677 

Architectural work — stations, shops and houses 1,500 

Extraordinary expenses — bridges, tunnels, etc 2,000 

" Total for construction of one mile $15,877 

Equipment from State tax Comm. Indiana 1,781 

"Total cost of construction and equipment $17,658 

" The item $1,781 is obtained by dividing the assessed value of all 
rolling stock on Indiana railways by their total of single track 10,192 
miles. The items of $1,500 and $2,000 cannot be verified as completely 
as others, but they are ample, and the majority of our nearly 300,000 
miles of single track has never benefited by the expenditure of this 
$3,500 item. 

" We have endeavored to get at the real cost of construction and equip- 
ment of average railways, and reached the following results: 

(1) From the taxes sworn to by railway officials $17,250 per mile 

(2) From the Report of the Indiana Tax Com 16,274 " " 

(3) From a careful and overloaded estimate 17,658 " " 

" Before this I have stated to you that Massachusetts with its hilly 

and rocky topography might average a cost of somewhere near $25,000 
per mile of single track, and now you also see that $17,500 per mile 
cost is a high average estimate for the vast network of railways that 
covers the Southern States and the Mississippi Valley. $44,480 per 
mile is the average capitalization found. This is divided up as follows: 

Funded debt per mile $23,137 

Capital stock " " 21,341 



$44,478 

" Comparing these figures with the average cost of construction and 

equipment, $17,500, we find that about 76% of the par value of our 

railways' funded debt has been utilized for their creation and that the 

sale of stock has not been required at all. 

"Remember, I am dealing with averages. Fortunately there are ex- 
ceptional railways in which both bonds and stocks have been paid for 
and the money legitimately used for the purpose of creating them, but 
they are few. 
"On the average the capital stock of our railways has no more real 
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basis as a token of labor or of existing property than a counterfeit bank- 
note, and the par value of our bonds is greater than the cash cost of 
our railways by about 33%. 

" You ask how can this have come about? I answer: There is no more 
facile instrument for the cunning man than a corporation allowed to 
work in secret. 

" When an average railway is built, a construction company is gener- 
ally formed, which agrees to build it for its securities, and doing so 
receives them, and placing the bonds, through dealers in securities, re- 
serves all or a portion of the stock for itself. 

" The actual cost spent on a railway appears to average 76% of the 
value of the bonds, the remaining 24% goes as profit to the bond broker 
and his allies in the construction company, unless the bonds are sold 
below par, say at 90%, and then the profit is reduced to 14% cash and 
the speculative profit which may be obtained from the sale of as much 
stock as they may be able to retain for themselves. 

" If we are extremely liberal with these railways we might allow 
$20,000 per mile of single track, and then it would appear as if 86% 
of the par of the bond issue, $23,137, has been appropriated for con- 
struction and equipment. 

" Careful appraisements of the cost of reproduction of existing rail- 
ways have been made by the State of Texas, in 1895. The best and most 
careful engineers, valuing the Texas railways mile by mile, obtained an 
average of $18,000 per mile of roadbed for all construction, equipments 
and investment. 

" It would have been clearer and fairer if they had given the cost per 
mile of single track, wherever laid or however used, for their railways, 
which is much less. 

" Usually after a few years of operation a railway is consolidated 
with or purchased by some larger system of railways and on this ac- 
count a new issue of securities is usually born and sold. 

" Of course there are many other causes of the existing status of our 
railways, but I have given you the usual method of inflation and the 
main cause of their enormous overcapitalization." 

Railroad companies have for years robbed the public by over- 
charging for railroad services to render their -watered securities 
valuable and saleable on the Stock Exchange. When an angry 
public forces upon railroad managers a reduction of passenger 
and freight charges, as surely the public will, the innocent pur- 
chasers will lose all or the major part of their investment. 
Great bankers and brokers, trusted by their clients, have led the 
general public to buy their securities by stating that they repre- 
sent real property. When traveller and shipper get their rights, 
the owner of securities must suffer, and many of them will believe 
they have been swindled. They will receive no more consideration 
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from an outraged people than does the man who buys stolen goods 
at a pawnbroker's shop. 

The railroad question has become the paramount issue before 
the people, for the activities of the country are controlled by the 
railroads, now a great part of our national life, for the United 
States is practically a railroad country. The railroads, though 
chartered and created by the State to serve the people, to serve 
all men without preference or prejudice, without overcharge for 
services rendered, do not do so. The creator has become the 
servant; the railroad is now the master, the citizen the servant. 

The gross abuses shippers suffer from discrimination, from 
special rates and privileges, from special service and rebates, may 
be removed by the Kate Bill just passed by Congress; but the 
people, as a mass, will suffer from overcharge for transportation 
— to pay interest on fictitious capital, to pay interest on securities, 
mostly stocks, for which no money was given, no labor expended 
— until the water is squeezed out. Kemember that these overcharges 
— the $350,000,000 taken each year from the people for interest on 
fictitious capital — are often the profits of the agricultural and 
industrial operations that produce the articles for transportation. 
Thus it is that the wealth produced by the many, and that should 
be of right accumulated by the many, passes into the hands of the 
few; thus it is that one per cent, of our people have come to own 
as much property as the remaining ninety-nine. We have now in 
all States an outcry against " graft " of all kinds, but that is 
only an outcry against petty larceny. This " great moral awaken- 
ing," this true and rightful indignation, will do very little to stop 
the grand larceny perpetrated by the railroad corporations. We 
must put an end to the aggressions of concentrated capital through 
overcapitalization of railroad corporations, and stop charges to 
pay interest on seven or eight billions of dollars of fictitious capital. 

What annual charge for transportation the people at large 
should pay, so that those men and women who have innocently 
invested their money in fictitious bonds and stocks may be least 
injured, is a question of ethics hard to answer. 

That our people may enjoy their rightful inheritance, the right 
to life, liberty and the pursuit of happiness, we must sooner or 
later nationalize our railroads. But at this time all we can hope 
to secure is a fair basis of charges and no discrimination. 

Wharton Barker. 



